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INDEPENDENT AUDITOR'S REPORT

To the Auditor
State of Hawaii

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities,
each major fund, and the aggregate remaining fund information of the Hawaii Community
Development Authority, State of Hawaii (HCDA), a component unit of the State of Hawaii,
as of and for the fiscal year ended June 30, 2019, and the related notes to the financial
statements, which collectively comprise the HCDA's basic financial statements as listed in
the table of contents.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with accounting principles generally accepted in the United
States of America,; this includes the design, implementation, and maintenance of internal
control relevant to the preparation and fair presentation of financial statements that are
free from material misstatement, whether due to fraud or error.

Auditor's Responsibility

Our responsibility is to express an opinion on these financial statements based on our
audit. We conducted our audit in accordance with auditing standards generally accepted in
the United States of America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States.
Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free from material misstatement.



N&K CPAs, Inc.

ACCOUNTANTS | CONSULTANTS

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor's
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity's preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
entity's internal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our audit opinion.

Opinions

In our opinion, the financial statements referred to above present fairly, in all material
respects, the respective financial position of the governmental activities, each major fund,
and the aggregate remaining fund information of the HCDA as of June 30, 2019, and the
respective changes in financial position for the fiscal year then ended in accordance with
accounting principles generally accepted in the United States of America.

Emphasis of Matter
Correction of an Error

As discussed in Note T to the basic financial statements, certain errors resulting in the
understatement of deferred outflows and overstatement of deferred inflows related to
pensions as of June 30, 2018 were discovered by management of the HCDA.
Accordingly, an adjustment has been made to the net position as of June 30, 2018 to
correct the errors. Our opinion has not been modified with respect to this matter.

Other Matters - Required Supplementary Information

Accounting principles generally accepted in the United States of America require that
the management's discussion and analysis on pages 8 to 16 and the schedules of the
proportionate share of the net pension liability, pension contributions, the proportionate
share of the net OPEB liability, and OPEB contributions on pages 55 to 60 be presented
to supplement the basic financial statements. Such information, although not a part of
the basic financial statements, is required by the Governmental Accounting Standards
Board who considers it to be an essential part of financial reporting for placing the basic
financial statements in an appropriate operational, economic, or historical context. We
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have applied certain limited procedures to the required supplementary information in
accordance with auditing standards generally accepted in the United States of America,
which consisted of inquiries of management about the methods of preparing the
information and comparing the information for consistency with management's
responses to our inquiries, the basic financial statements, and other knowledge we
obtained during our audit of the basic financial statements. We do not express an
opinion or provide any assurance on the information because the limited procedures do
not provide us with sufficient evidence to express an opinion or provide any assurance.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
December 12, 2019, on our consideration of the HCDA's internal control over financial
reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracts and grants agreements and other matters. The purpose of that report is to
describe the scope of our testing of internal control over financial reporting and compliance
and the results of that testing, and not to provide an opinion on the internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the HCDA's internal
control over financial reporting and compliance.

Ner CHs, Zae.

Honolulu, Hawaii
December 12, 2019



STATE OF HAWAII,
HAWAII COMMUNITY DEVELOPMENT AUTHORITY

MANAGEMENT’S DISCUSSION AND ANALYSIS

For the Year Ended June 30, 2019

This section of the annual financial report presents management’s discussion and analysis of the HCDA’s
financial performance during the fiscal year ended June 30, 2019. It should be read in conjunction with
the HCDA'’s financial statements, which follow this section.

FINANCIAL HIGHLIGHTS

¢ The assets and deferred outflows of the HCDA exceeded its liabilities and deferred inflows at June
30, 2019 by approximately $178.5 million (net position).

¢ Fund balance as of June 30, 2018 was restated resulting in an increase of approximately $863,000 due
to a prior year error in recording the deferred inflows and outflows of resources. The adjustment has
been properly reflected in the comparative summaries included in this section and as well as the
comparative highlights listed below.

* The HCDA'’s assets and deferred outflows decreased by approximately $4.2 million, or 2.1% from
June 30, 2018 to June 30, 2019.

¢ The HCDA’s total liabilities and deferred inflows increased by approximately $1.2 million, or 5.8%
from June 30, 2018 to June 30, 2019.

o The HCDA’s total net position decreased by approximately $5.5 million, or 3.0% from June 30, 2018
to June 30, 2019.

OVERVIEW OF THE FINANCIAL STATEMENTS
This discussion and analysis is intended to serve as an introduction to the HCDA’s basic financial
statements. The HCDA s basic financial statements are comprised of three components: 1) government-

wide financial statements, 2) fund financial statements, and 3) notes to the basic financial statements.

Government-Wide Financial Statements

The government-wide financial statements report information about the HCDA using accounting methods
similar to those used by private sector companies. The Statement of Net Position provides both short-term
and long-term information about the HCDAs financial position, which reflects the HCDAs financial
condition at the end of the fiscal year.

The Statement of Net Position presents the HCDAs assets and deferred outflows, and liabilities and
deferred inflows, with the difference between the two reported as “net position”. Increases or decreases in
net position are one indicator of whether the financial position of the HCDA is improving or
deteriorating, respectively.

The Statement of Activities reflects the operations of the HCDA during the fiscal year and the resultant
change in the net position. All changes in net position are reported when the underlying event giving rise
to the change occurs, regardless of the timing of related cash flows. Thus, revenues and expenditures are
reported in this statement for some items that will result in cash flows in future fiscal periods (e.g. unused
vacation leave).



STATE OF HAWAII,
HAWAII COMMUNITY DEVELOPMENT AUTHORITY

MANAGEMENT’S DISCUSSION AND ANALYSIS (Continued)

For the Year Ended June 30, 2019

OVERVIEW OF THE FINANCTAL STATEMENTS (Continued)

Governmental Funds Financial Statements

The Governmental Funds financial statements provide detailed information about the HCDAs significant
funds. A fund is a grouping of related accounts that is used to maintain control over resources that have
been segregated for specific activities or objectives. The HCDA uses fund accounting to ensure and
demonstrate compliance with finance-related legal requirements. All the HCDA funds are categorized as
Governmental Funds.

Governmental Funds account for essentially the same functions reported as governmental activities in the
government-wide financial statements. However, unlike the government-wide financial statements,
Governmental Funds focus on short-term inflows and outflows of spendable resources, as well as on the
balance of spendable resources available at the end of the fiscal year. Such information is useful in
evaluating the HCDA'’s near-term financing requirements.

Because the focus of the Governmental Funds is narrower than that of the government-wide financial
statements, it is useful to compare the information presented for Governmental Funds with similar
information presented for governmental activities in the government-wide financial statements. Both the
Governmental Funds balance sheet and the Governmental Funds statement of revenues, expenditures, and
changes in fund balances provide a reconciliation to facilitate this comparison between Governmental
Funds and governmental activities in the government-wide financial statements.

Information is presented separately in the Governmental Funds balance sheet and in the Governmental
Funds statement of revenues, expenditures, and changes in fund balances for the general fund, leasing and
management special revenue fund, community redevelopment special revenue fund, and capital projects
fund.

Notes to the Financial Statements
The Notes to the Financial Statements provide additional disclosures for the information reflected in the

financial statements essential to understanding the financial data provided in the government-wide
financial statements.

Other Reports

Following the Notes to the Financial Statements is a Report on Internal Control over Financial Reporting
and on Compliance and Other Matters Based on an Audit of Financial Statements Performed in
Accordance with Government Auditing Standards.



STATE OF HAWAII,
HAWAII COMMUNITY DEVELOPMENT AUTHORITY

MANAGEMENT’S DISCUSSION AND ANALYSIS (Continued)

For the Year Ended June 30, 2019

OVERVIEW OF THE FINANCIAL STATEMENTS (Continued)

Government-Wide Financial Analysis

The following presents a summarized comparison of net position and changes in net position for the fiscal
years ended June 30, 2019 and 2018 as restated.

2019 2018
ASSETS
Current assets $ 34,089,000 $ 39,531,000
Capital assets, net of depreciation 148,715,000 147,721,000
Other assets 15,922,000 16,046,000
Deferred outflows of resources 1,242,000 945,000

Total assets and deferred outflows of resources

$ 199,968,000

$ 204,243,000

LIABILITIES
Current liabilities $ 3,714,000 $ 2,441,000
Long-term liabilities 17,666,000 17,594,000
Deferred inflows of resources 112,000 275,000

Total liabilities and deferred inflows of resources

NET POSITION

Invested in capital assets
Restricted for capital assets

Unrestricted

Total net position

Total liabilities, deferred inflows of resources, and net position

Analysis of Net Position

$ 21,492,000

$ 20,310,000

$ 148,715,000
6,556,000
23,205,000

$ 147,721,000
10,234,000
25,978,000

$ 178,476,000

$ 183,933,000

$ 199,968,000

$ 204,243,000

The assets and deferred outflows of the HCDA exceeded its liabilities and deferred inflows at June 30,
2019 by approximately $178,476,000 (net position). Investments in capital assets (e.g. land, buildings,
infrastructure networks, construction in progress, land improvements, and equipment, furniture and
fixtures), represent a significant portion of the HCDA's net position. The HCDA uses these capital assets
for the benefit of and use by government agencies and the public; consequently, these assets are not
available for future spending and cannot be used to settle any liabilities. The restricted assets of
approximately $6,556,000 at June 30, 2019, represent resources that are subject to external restrictions or
enabling legislation on how they may be used. The unrestricted assets may be used to finance day-to-day
operations without any constraints established by debt, or other legal requirements.
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STATE OF HAWAII,
HAWAN COMMUNITY DEVELOPMENT AUTHORITY

MANAGEMENT’S DISCUSSION AND ANALYSIS (Continued)

For the Year Ended June 30, 2019

OVERVIEW OF THE FINANCIAL STATEMENTS (Continued)

Changes in Net Position

The following financial information was derived from the government-wide statement of activities and
reflects how the HCDA’s net position changed for the fiscal years ended June 30, 2019 and June 30, 2018
as restated.

2019 2018
Revenues:
Program revenues:
Leasing and management $ 1,780,000 $ 1,967,000
Community redevelopment 640,000 764,000
General revenues:
Investment earnings 800,000 175,000
State allotted appropriations, net of lapsed appropriations (470,000) 3,058,000
Other 259,000 -
Total revenues $ 3,009,000 $ 5,964,000
Expenses:
General government $ 2,423,000 $ 1,835,000
Leasing and management 2,473,000 1,848,000
Community redevelopment 1,780,000 1,961,000
Capital projects 1,790,000 1,107,000
Total expenses $ 8,466,000 $ 6,751,000
Change in net position $ (5,457,000) $ (787,000)
Net position — beginning of year, as restated 183,933,000 184,720,000
Net position — end of year $ 178,476,000 $ 183,933,000

Analysis of Changes in Net Position

The HCDA'’s net position decreased by $5.5 million or 3.0% during the fiscal year ended June 30, 2019.
For the fiscal year ended June 30, 2019, the HCDA experienced a reduction in legislative appropriations.
For the fiscal year ended June 30, 2018, the HCDA received approximately $3.1 million in legislative
appropriations, whereas the HCDA received $500,000 in appropriations but lapsed approximately
$970,000 in appropriations received in prior years during the fiscal year ended June 30, 2019.

In 2012, the HCDA lost a significant amount of recurring revenues from its leasing and management
activities when a significant portion of its land holdings and associated rents were transferred to the
Office of Hawaiian Affairs under Act 15 of the 2012 legislative session. Since then, HCDA operations
have become largely dependent on State allotments and development activity in its districts. The
continued trend of expenses in excess of revenues in both fiscal years 2019 and 2018, demonstrates
HCDA's sensitivity and reliance upon legislative funding.

11



STATE OF HAWAII,
HAWAII COMMUNITY DEVELOPMENT AUTHORITY

MANAGEMENT’S DISCUSSION AND ANALYSIS (Continued)

For the Year Ended June 30,2019

FINANCIAL ANALYSIS OF THE HCDA'’S INDIVIDUAL FUNDS

As noted earlier, the HCDA uses fund accounting to ensure and demonstrate compliance with finance and
legislative-related legal requirements.

The focus of the HCDA’s governmental funds is to provide information on near-term inflows, outflows,
and balances of spendable resources. Such information is useful in assessing the HCDA'’s financing
requirements. In particular, the unreserved fund balance may serve as a useful measure of the net
resources available for spending at the end of the fiscal year.

At June 30, 2019, the HCDA'’s governmental funds reported combined ending fund balances of
approximately $46.3 million, a decrease of approximately $6.8 million or 12.8% from the previous fiscal
year.

General Fund
For the fiscal year ended June 30, 2019, the HCDA received no General Funding as it had in previous
years. The only activity this fiscal year was lapsing of a remaining fiscal year 2018 appropriation. The

absence of General Funds is consistent with Act 53 of the 2018 Session Laws of Hawaii.

Hawaii Community Development Revolving Fund

This fund was originally established when HCDA was created. Pursuant to HRS § 206E-16, this fund was
created for the receipt and disbursement of moneys directed or allocated to the HCDA. Proceeds from the
funds are to be expressly use for the purposes of the HCDA.

Activity in this fund is primarily comprised of the activity of the Kaka‘ako community development
district. When subsequent community development districts were created, district-specific revolving
funds were also created. As the most mature of the development districts, it is the largest of the revolving
funds and has the most activity.

The net reduction in fund balance of approximately $1,860,000 is primarily attributable to the transfer of
staff salaries, historically paid by a legislative appropriation to the Hawaii Community Development
Revolving Fund during the fiscal year ended June 30, 2019. For the fiscal year ended June 30, 2018, these
salaries were paid through a General Fund appropriation. The change in funding sources is consistent with
Act 53 of the 2018 Session Laws of Hawaii.

Kalaeloa Community Development Revolving Fund

This fund was established with the Kalaeloa community development district. Pursuant to HRS § 206E-
195, this fund was created for the receipt and disbursement of moneys directed or allocated to the HCDA
for Kalaeloa. The statute expressly restricts the use of proceeds to administration and operation of the
Kalaeloa Community Development District.

12



STATE OF HAWAI,
HAWAII COMMUNITY DEVELOPMENT AUTHORITY

MANAGEMENT’S DISCUSSION AND ANALYSIS (Continued)

For the Year Ended June 30, 2019

FINANCIAL ANALYSIS OF THE HCDA’S INDIVIDUAL FUNDS (Continued)

Kalaeloa Community Development Revolving Fund (Continued)

The net decrease of approximately $1,235,000 is primarily attributable to the recognition of a contingent
liability related to remediation costs assumed by the HCDA after it terminated a lease for a parcel in
Kalaeloa for failure of the lessee to take timely corrective action. The liability of approximately $875,000
is the estimated cost to remove and dispose of stockpiled material on the site that was inappropriately
authorized by the lessee. The HCDA authorized a transfer of funds from the Hawaii Community
Development Revolving Fund to this fund to cover these costs in the fiscal year ending June 30, 2020.
The authorized transfer will address the deficit fund balance for the fund of approximately $159,000 as of
June 30, 2019.

He'‘eia Community Development Revolving Fund

This fund was established with the He‘eia community development district. Pursuant to HRS § 206E-204,
this fund was created for the receipt and disbursement of moneys directed or allocated to the HCDA for
He‘eia. The statute expressly restricts the use of proceeds to the administration and operation of the
He‘eia community development district.

The net decrease of approximately, $44,000 is attributable to the expenses for work done on the draft
community development plan for the district.

Capital Projects Fund

The Capital Projects Fund is used to account for financial resources for the acquisition or construction of
major capital improvements. For the current fiscal year, the fund balance of the capital projects fund
decreased by approximately $3.7 million, or 35.9%. The HCDA received no new appropriations for the
fiscal year ended June 30, 2019, while making significant progress on the Enterprise Energy Corridor in
Kalaeloa and Restoration of the Ala Moana Historic Pumping Station in Kakaako.

13



STATE OF HAWAII,
HAWAII COMMUNITY DEVELOPMENT AUTHORITY

MANAGEMENT’S DISCUSSION AND ANALYSIS (Continued)

For the Year Ended June 30, 2019

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets

The HCDA'’s investment in capital assets as of June 30, 2019 and 2018, consisted of the following:

2019 2018

Capital assets not being depreciated

Land $ 95,137,000 $ 95,137,000

Land improvements 13,969,000 13,969,000

Construction in progress 10,522,000 6,800,000
Total capital assets not being depreciated $ 119,628,000 $ 115,906,000
Capital assets being depreciated

Buildings $ 21,880,000 $ 21,861,000

Wharves 4,268,000 4,268,000

Land improvements 26,805,000 26,805,000

Infrastructure networks 44,314,000 44,314,000

Furniture and equipment 428,000 428,000
Total assets being depreciated $ 97,695,000 $ 97,676,000
Less accumulated depreciation $ 68,608,000 $ 65,861,000
Capital assets, net of depreciation $ 148,715,000 $ 147,721,000

The HCDA’s investments in capital assets as of June 30, 2019, amounted to approximately $148.7
million (net of accumulated depreciation). These investments in capital assets include land, land
improvements, construction in progress, buildings, wharves, infrastructure networks, and furniture and
equipment. Major capital improvements project expenditures for the current fiscal year included the
renovation of the Historic Kaka‘ako Pumping Station located in Kaka‘ako and the Enterprise Energy
Corridor project in Kalaeloa.

Debt Administration

The HCDA is authorized to issue revenue bonds relative to its reserved housing loan program and special
facility projects. Under the reserved housing loan program, the HCDA may lend loan proceeds to
qualifying applicants, lenders, or developers to acquire or develop reserved housing units. The bonds are
payable solely from proceeds derived from loan re-payments and other financing charges. At the end of
the current fiscal year, the HCDA did not have any outstanding revenue bonds. Special facility project
bonds are payable solely from user fees or leasing revenues derived from the special facility. As of

June 30, 2019, the HCDA has no outstanding bonds issued under either program.

14



STATE OF HAWAII,
HAWAII COMMUNITY DEVELOPMENT AUTHORITY

MANAGEMENT’S DISCUSSION AND ANALYSIS (Continued)

For the Year Ended June 30,2019

CURRENTLY KNOWN FACTS, DECISIONS OR CONDITIONS

Kaka’ako

Development continued at a robust pace with six projects under construction — ‘A‘ali‘i, Nohona Hale, Ola
Ka Ilima Artspace Lofts, The Block 803 Waimanu, Ko‘ula and the restoration of the Universal Building.
Three projects were completed during the fiscal year ended June 30, 2018 — Ke Kilohana, Ae‘o and Hale
Kewalo.

In the makai area, the HCDA has made significant progress on a number of projects — Entrepreneur’s
Sandbox, renovation of the Ala Moana Pump Station Screen House and 1940 Pump Station, Kupu Net
Shed, and improvements to Kewalo Basin Harbor. All of these projects have or will be completed by the
end of 2019.

In October of 2019, the HCDA also completed the transfer of approximately 35-acres of park space,
comprised of Gateway Park, Kakaako Waterfront Park, and Kewalo Basin Park to the City and County of
Honolulu. In addition to the park, the HCDA also transferred its interest of public roads in the makai area
as well.

Kalaeloa

Construction of the first phase of electrical upgrades down Enterprise Avenue, the Kalaeloa Energy
Corridor was completed during the fiscal year and work has started on phase II. Phase II is on schedule to
be completed in the first quarter of 2020. The $13.5 million energy corridor will bring reliable power to
the district to tenants and landowners in the vicinity. In addition to reliable power, these improvements
will also provide increased capacity to support redevelopment.

The Aloha Solar project permitted on HCDA land in 2018 is near completion with test energy sales
anticipated to start before the end of 2019. The project also included HECO pole line for distribution
down Coral Seas. This line is anticipated to be extended further down Coral Seas to the Coast Guard site
and will also be available to provide reliable power and increased capacity to support development.

The HCDA has also started work toward updating the Kalaeloa community development plan and rules.

This work will consider some of the recent work done by the HCDA relative to the right-of-way survey as
well as the ongoing reliable energy study in terms of infrastructure improvements.

15



STATE OF HAWALII,
HAWAII COMMUNITY DEVELOPMENT AUTHORITY

MANAGEMENT’S DISCUSSION AND ANALYSIS (Continued)

For the Year Ended June 30, 2019

CURRENTLY KNOWN FACTS, DECISIONS OR CONDITIONS (Continued)

He ‘eia

The HCDA has made significant progress on its community development plan for the district and hopes
to soon have a draft plan for public comment and consideration. Work has also started on the
accompanying draft rules for implementation of the plan.

In 2019, the HCDA with the help of its partner and lessee Kako‘o ‘O‘iwi continued its efforts to remove
the invasive mangrove in the area, as well as restore the historic farm roads that once serviced the district.

REQUEST FOR INFORMATION

Questions concerning any of the information provided in this report or requests for additional financial
information should be addressed to the Executive Director, Hawaii Community Development Authority,
547 Queen Street, Honolulu, Hawaii 96813. General information about the HCDA can be found at the
HCDA'’s website http://dbedt.hawaii.gov/hcda.

16



Hawaii Community Development Authority
State of Hawaii
STATEMENT OF NET POSITION
June 30, 2019

ASSETS
Current assets
Cash in State Treasury and petty cash
Due from State
Accounts receivable, net
Interest receivable

Total current assets
Noncurrent assets
Loan receivable - Halekauwila Partners, LLC
Investment in limited partnership
Water source allocation credits

Capital assets, net
Total noncurrent assets
Total assets

DEFERRED OUTFLOWS OF RESOURCES
Related to pension
Related to other postemployment benefits
Total deferred outflows of resources
Total assets and deferred outflows of resources

17

Governmental
Activities

$ 26,062,890
6,980,874
439,933

605,058

34,088,755

15,599,236
73,185
249,642
148,715,162
164,637,225
198,725,980

829,873
411,989

1,241,862
$ 199,967,842




Hawaii Community Development Authority
State of Hawaii
STATEMENT OF NET POSITION (Continued)
June 30, 2019

LIABILITIES
Current liabilities
Accounts payable
Unearned revenue
Accrued payroll
Rental security deposits
Current portion of long-term obligations
Stockpile remediation liability
Due to State Treasury
Total current liabilities

Long-term liabilities
Due in more than one year
Net pension liability
Net other postemployment benefits liability
Total long-term liabilities
Total liabilities

DEFERRED INFLOWS OF RESOURCES
Related to pensions
Related to other postemployment benefits
Total deferred inflows of resources
Total liabilities and deferred inflows of resources

NET POSITION
Investment in capital assets
Restricted for capital projects
Unrestricted

Total net position

See accompanying notes to the financial statements
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Governmental
Activities

986,384
150,480
188,221
71,882
123,492
875,076
1,318,263
3,713,798

11,102,043
3,770,830
2,793,725

17,666,598

21,380,396

92,048

19,708

111,756
21,492,152

148,715,162
6,556,227
23,204,301

178,475,690




Hawaii Community Development Authority

State of Hawaii

STATEMENT OF ACTIVITIES
Fiscal Year Ended June 30, 2019

Net revenues
(expenses) and

Program changesin
Expenses revenues net position
Governmental activities
General government $ 2423433 $ - 9 (2,423,433)
Leasing and management 2,472,456 1,779,349 (693,107)
Community redevelopment 1,779,682 640,049 (1,139,633)
Capital projects 1,790,454 - (1.790,454)
Total governmental activites $ 8,466,025 $ 2,419,398 (6,046,627)
General revenues
State allotted appropriations, net of lapsed appropriations (469,791)
Investment earnings 800,256
Other 259,159
Total general revenues 589,624
Change in net position (5,457,003)
Net position, beginning of year, as previously reported 183,069,675
Prior period adjustment 863,018
Net position, beginning of year, as restated 183,932,693
Net position, end of year $ _ 178,475,690

See accompanying notes to the financial statements

19
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Hawaii Community Development Authority
State of Hawaii
RECONCILIATION OF THE GOVERNMENTAL FUNDS
BALANCE SHEET TO THE STATEMENT OF NET POSITION
June 30, 2019

Total fund balances - governmental funds $ 46,347,327

Amounts reported for governmental activities in the statement of net position
are different because:

Capital assets used in governmental activities are not financial resources
and, therefore, are not reported in the governmental funds. 148,715,162

Investments in limited partnerships are not financial resources
and therefore not reported in the governmental funds 73,185

Accrued compensated absences are not due in the current period
and therefore are not reported in the governmental funds. (396,313)

Unearned reserved housing and public facility credits are not reported
in the governmental funds (10,829,222)

Deferred amounts related to pensions reported as deferred outflows/inflows
of resources in the government-wide financial statements but are
not reported in the governmental fund statements 737,825

Deferred amounts related to other postemployment benefits reported as
deferred outflows/inflows of resources in the government-wide financial

statements but are not reported in the governmental fund statements 392,281
Net pension liability is not reported in the governmental funds (3,770,830)
Net other postemployment benefits liability is not reported in the
governmental funds (2,793,725)
Net position of governmental activities $ 178,475,690

See accompanying notes to the financial statements
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Hawaii Community Development Authority
State of Hawaii

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES,
AND CHANGES IN FUND BALANCES OF THE GOVERNMENTAL FUNDS TO THE STATEMENT

OF ACTIVITIES
Fiscal Year Ended June 30, 2019

Net change in fund balances - total government funds

Amounts reported for governmental activities in the statement
of activities are different because:

Governmental funds report capital outlays as expenditures.
However, in the statement of activities, the cost of those
assets are depreciated over their estimated useful lives
as depreciation expense.

Capital outlays
Depreciation expense

Change in unearned housing and public facilities dedication credits
reported in the statement of activities as they do not require the

use of current financial resources, and therefore not reported
as an expenditure in the governmental funds.

Net limited partnership losses and distributions reported
in the statement of activities do not require the use of current
financial resources and, therefore, are not reported as
expenditures in governmental funds.

Expenses reported in the statement of activities do not
involve current financial resources and therefore, are not
reported as expenditures in the governmental funds:

Change in compensated absences
Net pension activity
Net other post employment benefit obligation activity

Change in net position of governmental activities

See accompanying notes to the financial statements
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$ (6,818,962)

3,741,544
(2,747,516)

106,033

(28,692)

26,930
(63,041)
326,701

$ (5,457,003)



Hawaii Community Development Authority
State of Hawaii
(A Component Unit of the State of Hawaii)
NOTES TO FINANCIAL STATEMENTS
June 30, 2019

NOTE A - FINANCIAL REPORTING ENTITY

The Hawaii Community Development Authority, State of Hawaii (HCDA) was created in
1976 by Hawaii Revised Statutes (HRS) Chapter 206E, to establish community
development plans in community development districts; determine community development
programs; and cooperate with private enterprise and various components of federal, state,
and county governments to bring community plans to fruition. Kaka'ako was the first
designated community development district, the Kalaeloa community development district
(Kalaeloa) was later established in 2002, and He'eia was designated as a community
development district in 2011,

Each community development district has its own board with nine voting members who only
vote on issues in their respective district. The three boards together as a body oversee the
HCDA's operations and establish policies to implement its legislative objectives.

The HCDA is established as a body corporate and public instrumentality of the State of
Hawaii (the State) which is attached to the Department of Business, Economic Development
and Tourism for administrative purposes.

The HCDA is a component unit of the State. The financial statements of the HCDA are
intended to present the financial position and the changes in financial position of only that
portion of the governmental activities, each major fund, and the aggregate remaining fund
information of the State that is attributable to the transactions of the HCDA. They do not
purport to, and do not, present fairly the financial position of the State as of June 30, 2019,
and the changes in its financial position for the fiscal year then ended, in accordance with
accounting principles generally accepted in the United States of America. The State
Comptroller maintains the central accounts for all state funds and publishes the State’s
Comprehensive Annual Financial Report, which includes the HCDA's financial activities.

NOTE B - SIGNIFICANT ACCOUNTING POLICIES

The basic financial statements of the HCDA have been prepared in accordance with
accounting principles generally accepted in the United States of America (GAAP). The
Governmental Accounting Standards Board (GASB) is the accepted standard-setting body
for establishing governmental accounting and financial reporting principles. The following is
a summary of the significant accounting policies of the HCDA:

(1) Government-Wide and Fund Financial Statements - The government-wide financial
statements report all assets, liabilities, and activities of the HCDA as a whole.

The statement of activities demonstrates the degree to which the direct expenses of a
given function are offset by program revenues. Direct expenses are those that are
clearly identifiable with a specific function. Program revenues include charges to
customers who purchase, use, or directly benefit from goods or services provided by a
given function. Program revenues also include grants and contributions that are
restricted to meeting the operational or capital requirements of a particular function.
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Hawaii Community Development Authority
State of Hawaii
(A Component Unit of the State of Hawaii)
NOTES TO FINANCIAL STATEMENTS
June 30, 2019

NOTE B - SIGNIFICANT ACCOUNTING POLICIES (Continued)

()

©)

State allotments are reported as general revenues. Resources that are dedicated
internally are reported as general revenues rather than program revenues.

Net position is restricted when constraints placed on it are either imposed by
constitutional provision or enabling legislation or are externally imposed by creditors
(such as through debt covenants), grantors, contributors, or laws or regulations of
other governmental agencies. Internally imposed designations of resources are not
presented as restricted net position. When both restricted and unrestricted resources
are available for use, generally it is the HCDA's policy to use restricted resources first,
then unrestricted resources as they are needed.

Measurement Focus, Basis of Accounting, and Financial Statement Presentation
Government-Wide Financial Statements

The government-wide financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting. Revenues are recorded when
earned and expenses are recorded when a liability is incurred, regardless of the timing
of related cash flows. Grants and similar items are recognized as revenue as soon as
all eligibility requirements have been met.

Governmental Fund Financial Statements

The governmental funds financial statements are reported using the current financial
resources measurement focus and the modified accrual basis of accounting.
Revenues are recognized when they are both measurable and available. Revenues
are considered to be available if they are to be collected within the current period or
soon enough thereafter to pay liabilities of the current period. For this purpose, the
HCDA considers revenues other than federal grants and assistance awards to be
available if they are collected within 60 days of the end of the fiscal year. Expenditures
are recorded when the related fund liability is incurred.

Encumbrances are recorded obligations in the form of purchase orders or contracts.
The State records encumbrances at the time purchase orders or contracts are
awarded and executed. Encumbrances outstanding at fiscal year-end do not constitute
expenditures or liabilities.

Fund Accounting

The financial transactions of the HCDA are recorded in individual funds that are
reported in the fund financial statements and are described in the following sections.
Each fund is considered a separate accounting entity. The operations of each are
accounted for with a separate set of self-balancing accounts that comprise its assets,
liabilities, fund balances, revenues, and expenditures. Fund accounting is designed to
demonstrate the legal compliance and to aid financial management by segregating
transactions related to certain government functions or activities.
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Hawaii Community Development Authority
State of Hawaii
(A Component Unit of the State of Hawaii)
NOTES TO FINANCIAL STATEMENTS
June 30, 2019

NOTE B - SIGNIFICANT ACCOUNTING POLICIES (Continued)

The fund financial statements focus on major funds rather than reporting funds by
type. Each major fund is reported in separate columns and nonmajor funds are
combined in one column. Major funds are funds that have total assets, liabilities,
revenues, or expenditures of the fund that are at least 10% of the same element for all
funds of its fund type or at least 5% of the same element for all governmental funds
combined.

The financial activities of the HCDA that are reported in the accompanying fund
financial statements have been classified into the following major governmental funds:

Governmental Funds

General Fund - The general fund is the HCDA's general operating fund. It accounts for
all financial resources of the general government, except those required to be
accounted for in another fund. The State Legislature authorizes the annual operating
budget which provides the basic framework within which resources and obligations are
accounted.

Special Revenue Funds - The special revenue funds consist of the Hawaii Community
Development Revolving Fund created by HRS 206E-16, Kalaeloa Community
Development Revolving Fund created by HRS 206E-195, and He'eia Community
Development Revolving Fund created by HRS 206E-204. Except for administrative
expenditures, and except as otherwise provided by law, expenditures from the
revolving funds may be made by the Authority without appropriation by the legislature.

Capital Projects Fund - The capital projects fund is used to account for financial
resources to be used for the construction or acquisition of major capital improvements
in the HCDA's community development districts.

Fund Balance

In the governmental funds financial statements, fund balances are classified using a
hierarchy based on the extent to which the HCDA is bound to follow constraints on
how resources can be spent. Classifications include:

Nonspendable - Nonspendable fund balances are amounts that are not in a spendable
form (such as inventory) or are required to be maintained intact.

Restricted - Restricted fund balances are amounts that are restricted for specific
purposes which are usually imposed by external parties such as grantors, contributors,
or laws or regulations of other governments.

Committed - Committed fund balances are amounts that can only be used for specific
purposes pursuant to formal action of the State legislature.

Assigned - Assigned fund balances are amounts that are constrained by the policy
board or management for specific purposes, but are neither restricted nor committed.
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Hawaii Community Development Authority
State of Hawaii
(A Component Unit of the State of Hawaii)
NOTES TO FINANCIAL STATEMENTS
June 30, 2019

NOTE B - SIGNIFICANT ACCOUNTING POLICIES (Continued)

(4)

©)

(6)

Unassigned - Unassigned fund balances is the residual classification for the general
fund. The classification represents amounts in the general fund that has not been
assigned to other funds and that has not been restricted or assigned to specific
purposes within the general fund.

When both restricted and unrestricted resources are available for use, generally it is
the HCDA's policy to use restricted resources first, then unrestricted resources as they
are needed. When committed, assigned and unassigned resources are available for
use, generally it is the HCDA's policy that committed amounts be reduced first,
followed by assigned amounts, and then unassigned amounts when expenditures are
incurred for purposes for which amounts in any of these unrestricted fund balance
classifications could be used.

Use of Estimates - The preparation of the basic financial statements in conformity
with GAAP requires management to make estimates and assumptions that affect the
amounts reported in the basic financial statements and accompanying notes. Actual
results could differ from those estimates, and it is reasonably possible that such
estimates may change within the near term.

Cash and Cash Equivalents - Cash and cash equivalents consists of amounts held in
State Treasury as discussed in Note D.

Capital Assets - Capital assets are expenditures in the funds used to acquire or
construct such assets. Such capital acquisitions and construction are reflected as
expenditures in governmental funds, and the related assets are reported in the
statement of net position. Capital assets are defined by the HCDA as land, land
improvements, buildings, wharves, infrastructure networks, construction in progress,
furniture and equipment, and those assets with estimated useful lives greater than one
year and acquisition costs greater than $100,000 for land, land improvements,
infrastructure networks, buildings and wharves; and $5,000 for furniture and
equipment.

Purchased and constructed assets are recorded at cost. Donated assets are recorded
at their estimated fair market value at the date of donation. The cost of normal
maintenance and repairs that do not add to the asset value or materially extend useful
lives are charged to operations when incurred. Betterments and major improvements
which significantly increase values, change capacities, or extend useful lives are
capitalized. When capital assets are disposed, the cost and related accumulated
depreciation are removed from the respective accounts with a resulting gain or loss
reflected in operations.

Major outlays for capital assets and improvements for improvement district projects are
capitalized to the extent capitalization thresholds are met. Improvements to roadways
and utility systems involve lands that are owned or acquired by the HCDA and lands
owned by other governmental jurisdictions; primarily the City and County of Honolulu
and the State of Hawaii, Highway Division of the Department of Transportation.
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Hawaii Community Development Authority
State of Hawaii
(A Component Unit of the State of Hawaii)
NOTES TO FINANCIAL STATEMENTS
June 30, 2019

NOTE B - SIGNIFICANT ACCOUNTING POLICIES (Continued)

(7)

(8)

(9)

Accumulated project expenditures are removed from the respective accounts after all
construction phases have been completed and final inspections concluded. The
improvements constructed on lands owned by other jurisdictions are then transferred
to those jurisdictions. Improvements made to lands owned by the HCDA are
capitalized as land improvements and infrastructure networks until the land parcels
have been dedicated to the respective jurisdictions.

Depreciation expense is recorded on capital assets in the statement of activities. The
HCDA utilizes the straight-line method over the assets’ estimated useful lives. No
depreciation is recorded for land and construction in progress. The estimated useful
lives for depreciable assets are 30 years for land improvements, infrastructure
networks, buildings, and wharves, and seven years for furniture and equipment.

Deferred Outflows of Resources and Deferred Inflows of Resources - Deferred
outflows (inflows) of resources represent a consumption of (benefit to) net position that
applies to a future period. The deferred outflow of resources related to pensions and
OPEB resulted from differences between expected and actual experiences, changes in
assumptions, the net difference between projected and actual earnings on pension
plan investments, and changes in proportion which will be amortized over five years,
and the HCDA's contributions to the pension and OPEB plans subsequent to the
measurement date of the actuarial valuations for the pension and OPEB plans which
will be recognized as a reduction of the net pension liability and net OPEB liability in
the subsequent fiscal year. The deferred inflow of resources related to pension and
OPEB resulted from differences between expected and actual experiences and
changes in proportion of the pension and OPEB plans which will be amortized over
five years.

Compensated Absences - Eligible employees are credited with vacation at the rate of
168 hours per calendar year. Accumulation of such vacation credits is limited to 720
hours at calendar year-end and is convertible to pay upon termination of employment.
Such accumulated vacation has been accrued and reflected in the statement of net
position.

Accumulated Sick Leave - Sick leave accumulates at the rate of one and three-
quarters working days for each month of service without limit, but may be taken only in
the event of iliness and is not convertible to pay upon termination of employment.
However, a State employee who retires or leaves government service in good standing
with 60 days or more of unused sick leave is entitled to additional service credit in the
State’s Employees’ Retirement System (ERS). At June 30, 2019, accumulated sick
leave was approximately $789,700.
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Hawaii Community Development Authority
State of Hawaii
(A Component Unit of the State of Hawaii)
NOTES TO FINANCIAL STATEMENTS
June 30, 2019

NOTE B - SIGNIFICANT ACCOUNTING POLICIES (Continued)

(10)

(11)

(12)

(13)

(14)

(15)

Unearned Revenues - The HCDA reports unearned revenues on its statement of net
position and balance sheet - governmental funds, as a liability, when a potential
revenue item does not meet both the measurable and available criteria for recognition
in the current period. In subsequent periods, when both revenue recognition criteria
are met or when the HCDA has a legal claim to the resources, the liability is removed
from the statement of net position and balance sheet - governmental funds, and
recognized as revenue.

Encumbrances - Encumbrances are recorded obligations in the form of purchase
orders or contracts. The HCDA records encumbrances at the time purchase orders or
contracts are awarded and executed.

Encumbrances outstanding at fiscal year-end represent commitments related to
unperformed contracts for goods or services and are included in restricted or
committed fund balances.

State Allotted Appropriations - Appropriations represent the authorizations granted
by the State Legislature that permit a state agency, within established fiscal and
budgetary controls, to incur obligations and to make expenditures. Appropriations are
allotted quarterly. The allotted appropriations lapse if not expended or encumbered at
the end of the fiscal year.

Interfund and Intrafund Transfers - Significant transfers of financial resources
between activities within the same fund are offset within that fund. Transfers of
revenues from funds authorized to receive such funds, to funds authorized to expend
such funds are recorded as operating transfers in the basic financial statements.

Pensions - For purposes of measuring the net pension liability, deferred outflows of
resources and deferred inflows of resources related to pensions, and pension
expense, information about the fiduciary net position of the Employees' Retirement
System of the State of Hawaii (ERS), and additions to/deductions from the ERS's
fiduciary net position have been determined on the same basis as they are reported by
the ERS. For this purpose, benefit payments (including refunds of employee
contributions) are recognized when due and payable in accordance with benefit terms.
Investments are reported at their fair value.

Other Postemployment Benefits (OPEB) - For purposes of measuring the net OPEB
liability, deferred outflows of resources and deferred inflows of resources related to
OPEB, and OPEB expense, information about the fiduciary net position of the Hawaii
Employer-Union Health Benefits Trust Fund (EUTF), and additions to/deductions from
the EUTF's fiduciary net position have been determined on the same basis as they are
reported by the EUTF. For this purpose, benefit payments are recognized when due
and payable in accordance with benefit terms. Investments are reported at their fair
value.
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